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Govemor Schwarzenegger’s signing of the 2004 Budget Act caps seven months

of substantial progress on each part of the four-point economic recovery plan

he announced in January:

In March, Californians approved Proposition 57 —the Economic Recovery Bond
Act—which will refinance a portion of the total inherited debt and which averted
a cash crisis in June.

Also in March, Californians approved Proposition 58, which requires balanced
budgets, growing budget reserves and gives the governor new powers to keep
state spending in balance.

In April, the Governor forged a bipartisan agreement with the Legislature and
signed SB 899 —legislation that comprehensively overhauls and reforms the
state’s workers’ compensation system—to move the state forward on business
climate reform. And in July, agreement was reached to overhaul 2003 legislation
that encouraged frivolous business lawsuits.

And now, the Governor has signed a budget act that moves the state toward
structural balance.

Confidence in California’s new fiscal direction is evidenced by the fact that the state
has already secured the first increase in its overall credit rating in four years—and
only the fourth time the state’s credit rating has been increased before a budget has
been enacted.




Following are key features of the 2004 Budget Act:

It contains no tax increases.

It spends more than $10 billion less than projected baseline spending in
2004-05.

It improves the state’s out-year fiscal forecast through an early repayment of
nearly $1.4 billion in transportation loans that had been scheduled for repay-
ment in future years—freeing up new funds this year for transportation projects
at the state and local levels.

It keeps in place the Governor’s 2003 roll-back of the car tax—a tax cut total-
ing $4.1 billion in this fiscal year.

It contains reforms in the state’s retirement system that will generate $2.9 bil-
lion in savings over 20 years.

It increases total per-pupil funding for K-12 students by $283 —from $9,528 to
$9,811.

It reflects the governor’s Compact with Higher Education that guarantees pre-
dictable tuition, annual increases in both student enrollment and per-pupil
spending, and accountability measures for the University of California and
California State University systems beginning in 2005.

It provides for total year-over-year growth of more than S600 million in funding
for California Community Colleges.

It rolls back more than $100 million in fee increases.

It incorporates the Governor’s historic agreement with local governments to
prevent the state from using local revenues to balance state budgets in future
years.

It institutes reforms in the state’s public employee retirement system that will
provide substantial long-term savings.

It implements needed reforms in the budgeting practices in the Department of
Corrections.

It provides additional tools to law enforcement and parole agents at the
Department of Corrections to adequately supervise parolees and reduce victim-

ization by lowering the rate of recidivism.

It implements procurement reform in state government, allows the state to sell
surplus property faster, and will create California’s first “e-budget” next year.
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The Governor’s signature of the 2004 Budget Act comes at a time when California’s
economy is continuing to rebound, as evidenced in several key indicators:

B A pick-up in California job growth, with broad-based employment gains averag-
ing 20,000 per month for the past four months.

B Faster growth in personal income, with first-quarter 2004 growth of 5.8 percent
compared to the same period in 2003.

B Growing taxable sales, with improving incomes fueling the sixth quarterly year-
over-year growth in a row.

B A sharp turnaround in exports of made-in-California merchandise, with a re-
markable 25-percent jump in first-quarter exports compared to the same period
just one year ago—nearly double the growth in the nation’s exports as a whole.

B Increased signs of a recovering tourism industry —including higher room rental

rates, more bookings for conventions, and higher passenger counts at major
California airports.
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Budget Highlights

Education

In recognition of the State’s fiscal condition, the Administration and the educa-

tion community agreed to rebase the 2004-05 Proposition 98 funding guarantee
by S2 billion and direct available funding to specific priorities. The Budget Act
maintains this agreement. Additionally, funding required under Proposition 98 for
2002-03 and 2003-04 that was not anticipated in the budgets for those years will
be provided as part of a multi-year settle-up of Proposition 98 obligations, begin-
ning in 2006-07. The Administration has agreed that the priorities for spending any
amounts above the levels needed for programs funded in the 2003-04 fiscal year
are: (1) growth in enrollment and cost-of-living adjustments, (2) restoring general-
purpose revenue limit funding reductions made in the 2003-04 Budget, (3) paying
valid State-mandate claims, and (4) providing additional general purpose funds and
funding for state priorities in a 75 percent to 25 percent ratio, respectively.

As shown in Figure K-12-1, compared to

FIGURE K-12-1 "
Proposition 98 Proposition 98 funding that would have
(Dollars in Thousands) been provided in this Budget without
2002-03 2003-04 2004-05 this agreement, the Budget reflects
General Fund Appropriation 28,892,385 30,411,562 34,003,295 $968 million in one-time savings for

Local Revenue
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Total Funded Guarantee 43695314 46200611 46,988,885 ° ; -~ R
General Fund Reserve for P98 301,569 ing savings of $2 billion beginning in
2004-05. The $2 billion savings from
Base Guarantee Level 44,182,000 46,681,716 49,294,450 rebasing the guarantee w]ll eventually be
_ restored to the Proposition 98 budget as
Savings 486,686 481,105 2,003,996

per capita General Fund revenue growth
exceeds per capita personal income
growth. Also, beginning in 2006-07, $150 million per year will be provided to
settle-up an estimated $1.2 billion in various prior-year Proposition 98 obligations
dating back to 1995-96 and including 2002-03 and 2003-04.

Even with the rebasing of the guarantee, there is approximately $2.3 billion in addi-
tional funding capacity within the Proposition 98 budget for 2004-05 compared to
the 2003-04 enacted Budget. This results from the natural growth in the guarantee,
the release of funds used for one-time prior-year obligations, and other changes
such as caseload adjustments in various programs. Additionally, the Budget reflects
$302 million in General Fund reserves for Proposition 98, which were generated

by increased revenues reflected in the final budget agreements. The amount of
Proposition 98 maintenance factor owed to schools and community colleges in
future years as economic conditions improve is $3.6 billion.

As shown in Figure K-12-2, the General Fund contribution to the guarantee increas-
es by $3.6 billion from 2003-04 to 2004-05, while the local revenue contribution
(property taxes) is reduced by $2.8 billion. This large funding shift reflects the
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FIGURE K-12-2
Proposition 98 Appropriations
(Dollars in Thousands)
Funding/Recipient 2002-03 2003-04 2004-05
State General Fund $28,892,385 $30,411,562 $34,003,295
K-12 ($26,155,778) ($28,043,968) ($30,873,601)
Other State Agencies ($94,504) ($95,124) ($94,545)

California Community

Colleges ($2,642,103) ($2,272,470) ($3,035,149)
Local Revenue $14,802,929 $15,789,049 $12,985,590
K-12 (12,812,498) (13,666,244) (11,213,733)

California Community

Colleges (1,990,431) (2,122,805) (1,771,857)
Total $43,695,314 $46,200,611 $46,988,885
Reserve $301,569

agreement with California’s local governments to shift Vehicle License Fee revenues
to the State, replace those revenues with additional property tax allocations, and
hold schools harmless by providing additional General Fund moneys and reallo-
cating local property taxes. Additionally, there is modest growth in the underlying
property tax estimate, and the portion of school property tax shifted to cities and
counties for the deficit bond financing arrangement is $1.136 billion, which rep-
resents a savings to the General Fund of the same amount as compared to the
original deficit bond-financing proposal in the 2003-04 Budget. Property taxes are
increased and General Fund for Proposition 98 is saved by $S1.3 billion as part of
the local government agreement.

In total, the Proposition 98 portion of the budget reflects General Fund budget
solutions of $4.44 billion in 2004-05. This is an 11.5 percent reduction in General
Fund cost savings realized with the adoption of these solutions. Additionally, the
K-12 budget reflects $170.9 million in non-Proposition 98 General Fund savings,
amounting to 14.4 percent in savings from the non-Proposition 98 portion of the
K-12 Budget, excluding debt service.




FIGURE K-12-3 .
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K-12 Proposition 98 Per Pupil Funding—Funding per pupil under Proposition 98
decreases from the revised 2003-04 estimate to 2004-05 as shown in Figure
K-12-3. Per pupil funding of $7,007 in 2004-05 represents a growth of S410 per
pupil from the 2002-03 level, with a slight decrease of $S2 from the 2003-04 level.
This decrease is significantly affected by the $259 million in one-time expenditures
from 2003-04 funds that were not part of the 2003-04 Budget Act. Compared to
the 2003-04 Budget Act level of $6,887 per pupil, 2004-05 ongoing per pupil ex-
penditures have increased $120. Total General Fund allocations of $30.9 billion for
K-12 education now represent 41.3 percent of the General Fund budget.
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Total K-12 Funding—Total funding from all sources is increasing as shown in figure
K-12-4. An increase of $2.2 billion over 2003-04 brings total funding to $58.9 bil-
lion. Total funding per pupil increases by $283 from $9,528 in 2003-04 to $9,811
in 2004-05. This represents a three percent increase over the adjusted estimate for
2003-04.
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From 2003-04 to 2004-05, General Fund dollars for K-12 increase by $4.3 billion,
while local property taxes fall by $2.4 billion and federal funds grow by $422.5 mil-
lion. Major General Fund changes include:

B An increase of $2.8 billion to Proposition 98 General Fund.

B An increase of $397 million in the use of Proposition 98 Reversion
Account funds.

B An increase of $590.9 million in contributions to the State Teachers’
Retirement System.

B An increase of $737.9 million in bond debt service.

B A net decrease for emergency loans to school districts ($60 million in 2003-04
and repayment of $178 million in 2004-05).

School Fiscal Conditions—Although revenues from all sources available to schools
in 2004-05 have increased by 3.95 percent over the 2003-04 level, school budgets
will continue to operate under significant fiscal pressures. This is reflected in the
steady increase in the number of school districts with qualified or negative certifica-
tions of their interim budget reports, rising from no more than 26 between 1995-96
and 2000-01, to 57 at the first interim report for 2003-04. While this had declined
to 45 at the second interim report, nine districts have negative ratings and one ob-
tained an emergency loan at the end of 2003-04.

To improve school district budgeting, fiscal analysis and oversight of school fis-

cal conditions, the Governor signed AB 2756 (Chapter 52, Statutes of 2004). This
Governor-sponsored legislation also improves existing provisions of law relating to
the conditions for receiving emergency loans when districts become insolvent. The
Governor and Legislature agreed on the intent to prevent any future insolvencies.
However, if emergency loans and temporary State takeover of some districts be-
comes necessary, corrective action would be taken and decision-making authority
returned to district boards as quickly as possible, while still maintaining education-
al quality.

Enrollment Growth—The Budget reflects $508.5 million to provide enroll-
ment growth increases for apportionments ($412.3 million), Special Education
($35.6 million), and other categorical programs (S60.6 million). This includes
$10.3 million deferred to 2005-06, and reflects the Administration’s goal of pre-
serving core K-12 services despite difficult fiscal times.

Cost of Living Adjustments—The Budget includes $1.0 billion to provide a
2.41-percent COLA increase to K-12 programs. Included in this amount is funding
for apportionments ($740.5 million), Special Education ($91 million), and other
categorical programs ($173.7 million). This includes $25.3 million deferred to
2005-06.




Revenue Limits—Revenue limit funding constitutes the basic funding source for
classroom instruction. The Budget provides a net increase of over $S1.2 billion to
district and county office of education revenue limits. This includes funding for
enrollment growth, a COLA adjustment, equalization, increases in the cost of
Unemployment Insurance reimbursements, and $S270 million to reduce the defi-

cit factor on base revenue limits from 1.2 percent to 0.3 percent. Total spending
on revenue limits is approximately $30.3 billion. This increase in general purpose
funding reflects the Administration’s interest in increasing local control over educa-
tion decisions.

Equalization—The Budget includes $109.9 million for equalization of school dis-
trict revenue limits. This closes 26 percent of the remaining gap of the targeted
90th percentile of the distribution of revenue limits.

Unemployment Insurance—The Budget provides $120.1 million to fully fund

the increase in local education agency (Ul) reimbursements. This increase is at-
tributable to an increase in the Ul rate from 0.30 percent of projected salaries, to
0.65 percent.

PERS Offset—The Budget reflects net reductions to district and county office
revenue limits of $155.9 million to reflect savings provided by current PERS contri-
bution rates. Included in this amount is over $36 million to local education agencies
to mitigate the PERS offset to revenue limits, which provides additional general pur-
pose revenues.

Special Education—In addition to the $35.6 million for enrollment growth and
$91 million to fund a 2.41-percent COLA, the Budget includes an additional
$38.4 million to partially fund a revised formula for allocating funds to pupils with
exceptional needs who reside in licensed children’s institutions (LCls). The Budget
includes $S100 million for the provision of mental health services for children with
exceptional needs, subject to legislation to clarify responsibilities for service de-
livery. In total, the Budget provides over $2.7 billion in General Fund and nearly
$1.1 billion in federal funds for Special Education.

Instructional Materials—The Budget includes $363 million in ongoing funding for
instructional materials, representing an increase of $188 million over the previ-

ous fiscal year. Of this amount, $S30 million is allocated on a one-time basis for the
purchase of supplemental materials to help students, with a primary language other
than English, quickly develop grade-level English language skills. Additionally,
$138 million is appropriated for the purchase of state standards-aligned materials
for schools ranked in deciles 1 and 2 of the Academic Performance Index. This ap-
propriation is intended to address issues raised in the Williams v. State of California
litigation and will aid in reaching a settlement agreement.

Deferred Maintenance—The Budget includes $250.3 million for district deferred
maintenance needs. The level budgeted fully funds the program. This represents an
increase of $173.3 million over the 2003-04 level.
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Williams Litigation—Budget totals include $50 million in 2003-04 Proposition 98
funding available for funding one-time assistance to students and schools as a part
of efforts to settle this litigation that has raised issues about the disparate avail-
ability of qualified teachers, well-maintained facilities and up-to-date instructional
materials in schools serving predominantly low-income, minority and English-
learning students.

Reading First—The Budget includes $174.2 million federal funds for the Reading
First Program, including $29.6 million from prior years. The funding is available to:
(1) support the two existing cohorts of Reading First districts, (2) provide funding
for a third cohort, and (3) increase the funding rate available for all three cohorts to
$8,000 per teacher on a one-time basis. The increased per teacher funding rate will
be used to provide focused assistance to students with reading problems by provid-
ing diagnostic reading assessments, teacher release time for intervention planning,
instruction on specific skills and deficiencies, and teacher participation in profes-
sional development activities focused on assisting students with reading difficulties.
This type of program has proven successful in reducing the number of unnecessary
special education referrals.

Accountability—The Budget provides $423.2 million ($249.2 million
Proposition 98 General Fund) for programs to assist and promote academic perfor-
mance including:

$208.7 million ($193.1 million Proposition 98 General Fund) for the third year
of funding to assist low-performing schools through the High Priority Schools
Grant Program, which provides grants of $400 per pupil.

$66.4 million ($53.1 million Proposition 98 General Fund) for the third
year of implementation funding for schools in the Immediate Intervention/
Underperforming Schools Program, which provides grants of S200 per pupil.

$43.6 million in federal funds for new Comprehensive School Reform Program
grants at $200 per pupil for low-performing schools.

$37.7 million (S3 million Proposition 98 General Fund) to assist schools subject
to sanctions pursuant to State and federal accountability programs. $12.5 mil-
lion ($10 million on-going) of these funds will be used for the Statewide System
of School Support, which provides assistance to schools, districts, and county
offices of education in need of improvement.

$66.8 million in federal Title | School Improvement funds for accountability
activities, to be expended pursuant to pending legislation. The federal No Child
Left Behind Act of 2001 requires states to ensure that all schools and districts
are making adequate yearly progress benchmarks. If a Title | school or district
fails to make adequate yearly progress for two consecutive years, it is identified
as Program Improvement, and subject to interventions.
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Pupil Testing—The Budget provides $112.6 million ($77 million Proposition 98
General Fund) for various statewide assessments which provide valuable informa-
tion to parents, teachers, schools, and the State regarding pupil performance and
are the foundation of the State’s accountability system:

B $66.5 million for the Standardized Testing and Reporting (STAR) Exam—
This assessment, administered in grades 2 though 11, serves as the primary
indicator for the Academic Performance Index and measures pupil performance
on various State-adopted academic content standards. The STAR exam in-
cludes a national norm-referenced exam administered in grades 3 and 7.

B $21.2 million for the High School Exit Exam (HSEE)—Pupils who will gradu-
ate in the 2005-06 school year must pass the HSEE in order to receive a
diploma.

B $21.9 million for the California English Language Development Exam—This
exam is required to be administered to pupils whose primary language is not
English, within 30 days of enrollment and annually thereafter to pupils identified
as English language learners. This assessment allows schools to ensure that
pupils are taught using an appropriate curriculum.

B The Budget also provides $3 million for the development of primary language
tests aligned to State-adopted academic content standards for mathematics
and language arts, pursuant to legislation. Once developed, these assessments
would be given in place of the Spanish Assessment of Basic Education, which is
a norm-referenced Spanish-language exam.

Child Care and After-School Programs—The Budget includes approximately

$2.7 billion for subsidized child care, including $2.2 billion for programs in the
Department of Education (SDE). SDE programs provide services to approximately
375,200 children, including those of CalWORKSs families and other low-income
families in a variety of high-quality center-based and parental choice voucher pro-
grams.

Services also are provided through the Department of Social Services (DSS) to
CalWORKs families participating in employment training or work activities. The
DSS budget includes $485.4 million to serve 83,000 children in Stage 1, plus a
reserve of $56.2 million within the overall TANF reserve sufficient to serve 9,800
children in CalWORKSs Stages 1 or 2 should estimated caseloads fully materialize.

Child Care Reform—In January, the Administration proposed reforms that would
help reduce costs more in line with policies of other large states, including a system
of tiered reimbursement rate limits to incentivize high quality and curb inequities
among providers, a three-tiered income eligibility limit schedule to better reflect
needs statewide based on housing costs, and a revised family fee schedule to
reduce the “cliff effect” as families progress off subsidies toward full cost and to
reinforce personal responsibility. These reforms have been deferred for one year
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to allow time for the Administration to work with the Legislature to develop refined
strategies for achieving overall savings of $119.5 million between SDE-administered
programs and Stage 1 administered through counties by DSS. These savings have
been backfilled on a one-time basis from the Proposition 98 Reversion Account. In
addition, the Budget designates after school programs as the preferred placement
for 11 and 12 year olds, rather than more expensive subsidized care. However, given
the uncertainty regarding the ability of these programs to meet family child care
needs during weekends and odd hours, the Budget allocates $27.3 million from

the Proposition 98 Reversion Account and $8.9 million from the TANF reserve

as a contingency to provide services for 11- and 12-year olds in subsidized child
care programs.

Fiscal Integrity and Fraud Prevention—Also, as part of the January budget, the
Administration committed to work with SDE to develop a comprehensive statewide
fiscal accountability and anti-fraud proposal. Work on the proposal has progressed
throughout the Spring, and legislation has been agreed upon to begin to address in-
stances of overpayments and fraud occurring in the subsidized system. $1.5 million
in federal funds are provided to support this effort. $530,000 and 5.5 new positions
are provided to SDE to implement a Compliance Monitoring Unit to perform an-
nual compliance audits of each alternative payment agency. In addition, $1 million
is provided to SDE for expenses of county fraud investigation experts and district
attorneys necessary to consult with the department in the development and imple-
mentation of an error rate study authorized through trailer bill legislation. That
legislation requires SDE, in consultation with DSS and county fraud investigators,
to determine rates of both fraud and overpayments related to eligibility determina-
tions, family fees, provider reimbursement rates, and the need for child care. It also
requires SDE to provide a report and recommendations for the prevention of fraud
and overpayments by April 1, 2005, and to implement best practices for all con-
tracts for means-tested child care in July 2005.

Before- and After-School Programs—The Budget includes over $284 million in
State and federal funds to provide before and after school enrichment programs
for 275,000 children. Priority for expending over $60 million in new federal 21st
Century Community Learning Center funds will be placed on increasing slots for
11-and 12-year olds and their eligible younger siblings in order to accommodate
these children in before and after school programs, rather than in more expensive
subsidized child care programs. To further this goal, the Superintendent of Public
Instruction has been given the authority to waive grant caps to enable programs to
create additional slots. The Budget also allocates S5 million to expand high school
programs.

Also included in the total is S20 million in one-time federal funds to be used

to expand grant caps to increase slots for 11- and 12-year olds, increase days

of program operation, and increase grant caps for programs with waiting lists.
Additionally, S5 million in one-time federal funds is available to programs in the
first two cohorts for training, standards-aligned materials, and other allowable one-
time costs.
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In accordance with the provisions of Proposition 49, which was approved by the
voters in November 2002, the After School Education and Safety Program became
continuously appropriated in July 2004 at $121.5 million. This amount will increase
as other provisions of Proposition 49 become effective in subsequent years.

Higher Education

Total Funding—The Budget provides total Higher Education funding of over

$16.2 billion from all revenue sources including approximately $11.1 billion from
the General Fund and Proposition 98 resources. This total reflects a year-over-year
increase over revised 2003-04 expenditures of $810 million (5.3 percent), includ-
ing $260 million from General Fund and Proposition 98 sources. Notwithstanding
these increases, this total reflects General Fund solution savings of over $1.1 bil-
lion in 2004-05 or an 11 percent reduction in General Fund cost compared to what
the budget would have been without the solutions. When combined with 2003-04
state operations and local assistance solutions of $155 million resulting from prior
year and mid-year actions, higher education General Fund savings total $1.3 billion
toward closing the budget gap. These totals include $400 million of Proposition 98
related solutions for Community Colleges. Solutions are noted at the end of this
section.

University of California (UC) funding totals almost $4.6 billion, including $2.7 bil-
lion from the General Fund. California State University (CSU) funding totals
approximately $3.6 billion, including over $2.4 billion General Fund. Total funding
for the California Community Colleges (CCC) totals over $6.9 billion, includ-

ing $5.0 billion from General Fund and Proposition 98 sources, of which nearly
$3.3 billion is from the General Fund alone. The California Student Aid Commission
financial aid budget totals $799 million, including $637 million General Fund for
various programs, including the Cal Grants entitlement and other programs.

New Higher Education Compact—The Administration completed agreements
with both UC and CSd in the Spring to provide funding stability in the future in
exchange for improved accountability in a variety of key student performance
indicators and in recognition of both the necessary reductions they have sus-
tained in the 2003 and the 2004 Budget Acts, and the unique contributions higher
education provides for the economy and its citizenry. The compact assures in-
creased enrollments beginning in 2005-06 to maintain the Master Plan’s promise
of access, increased funding per student to sustain and improve quality, predict-
able fee increases that will stop the boom-and-bust cycle effects on students and
families, sustained investment in academic preparation (outreach) programs,

and as mentioned, a strong commitment to improving student outcomes in prior-
ity areas including course articulation, improved time to degree, administrative
cost restraint, commitments to encourage more highly qualified math and science
teachers as well as improvements in the quality of teacher preparation programs to
meet the challenge of the state’s rigorous content standards.
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Enrollment—The Budget provides Community Colleges with a $148.1 million
increase for additional enrollment growth, enough to fund 39,000 new full-time
equivalent students (FTES) in 2004-05. Additionally, while some CCC’s experi-
enced declining enrollment in 2003-04, the funding associated with those declines
are retained in the budget to allow the system to accommodate an additional
11,000 FTES in 2004-05. CCC will therefore have the capacity to serve approxi-
mately 1,143,000 total FTES in 2004-05. Together, these resources will help ensure
access to undergraduate work for all eligible students within the public higher edu-
cation segments.

The Budget provides no funding for enrollment growth for UC, in accordance with
legislative intent stated in Chapter 228, Statutes of 2003 (AB 1756). However, UC
funding is sufficient to fund a total enrollment of approximately 201,000 FTES,
reflecting a reduction of approximately 1,700 FTES from 2003-04. The Budget
provides the CSU $12.2 million for enrollment growth, thereby providing the CSU
with sufficient funds for approximately 2,100 additional enrollments, bringing its
total enrollment to approximately 324,100 FTES. Despite this growth funding, the
CSd figure reflects a reduction from 2003-04 levels of approximately 10,800 FTES
in response to other mandatory cost increases and redirections which could not be
funded due to the state’s fiscal circumstances. Combined with the significant enroll-
ment growth increases in the community colleges noted above, access is provided
for all eligible students.

Student Fees—For 2004-05, both the UC and CSU governing boards approved
14-percent increases in systemwide undergraduate fees. Undergraduate fees for

UC will increase from $4,984 in the fall of 2003 to $5,682 in the fall of 2004.
Undergraduate fees for CSU will increase from $2,046 in the fall of 2003 to

$2,332 in the fall of 2004. Under the new Higher Education Compact with the
Administration, UC and CSU committed to increase undergraduate fees by no more
than an average of 10 percent a year over the next three years. Therefore, given
the 14 percent increase for 2004-05, fee increases will not exceed 8 percent in the
subsequent two fiscal years.

Graduate student fees will also increase at UC and CSd. For the fall of 2004, the
fees will increase 20 percent from $5,219 to $6,263 for UC academic graduates
and from $2,256 to $2,707 for CSU teacher preparation graduate students. All
other CSU graduate student fees will increase 25 percent from $2,256 to $2,820.
Under the Compact, UC and CSU commit to phase in progress toward a policy goal
that graduate fees be 50 percent higher than undergraduate fees in the long run.
This goal more accurately reflects the higher cost associated with instructing these
students and the individual benefits received as a result of graduate education.
Professional school fees will increase in the fall of 2004 by varying amounts as UC
implements the Budget’s 25-percent reduction in General Fund subsidy for profes-
sional schools. Nursing fees will not change, however. The UC retains flexibility to
determine specific fee increases based on competitive factors, state need for par-
ticular professions, current subsidy level, and earnings potential for each profession.
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Both segments will set aside at least 20 percent of additional revenues generated
by fee increases for undergraduate and graduate students for additional student
financial aid to ensure access for needy students. UC fees remain competitive
among its peer research universities. CSU fees still reflect the most affordable uni-
versity system of its kind in the nation.

Student fees at CCC will increase by S8 per unit for all students, to $26 per unit.

At this tuition level, CCC students will have the opportunity to qualify for the maxi-
mum federal Pell Grant award. Current federal law prevents CCC students from
qualifying for the maximum award because of the very low tuition costs at CCC.
Even after this fee increase, CCC fees will remain the lowest in the nation by almost
$200 annually, and will be only 30 percent of the national average.

Other Community College Increases—The Budget also includes increases of
$225.2 million as follows:

B Equalization—an increase of $80 million is provided for the equalization of per
student funding for credit instruction toward the 90th percentile of statewide
funding among all districts. The equalization funding provides approximately
one-third of the total multi-year resources required to address this need and,
because it is general purpose funding, allows maximum discretion to the col-
leges to improve student services, add additional course sections, or enhance
instruction in other ways.

B COLA—an increase of $100.1 million to provide a 2.41-percent cost-of-living
adjustment for apportionments for the CCC system.

B Categorical Programs—An increase of $16.7 million is provided for categori-
cal growth and COLA for programs historically receiving these adjustments.
$6 million of this amount is for expansion of non-credit student matriculation
services.

B One-time Infrastructure Grants—S$28.4 million is provided on a one-time basis
under the 2003-04 guarantee, for the purposes of funding additional mainte-
nance, instructional materials and other infrastructure related costs.

Cal Grants—To help ensure access to higher education for deserving students, the
Budget includes a total of $746.3 million for the four types of Cal Grant awards.
This represents an increase of $91.5 million above what was provided for Cal
Grants in the revised 2003-04 Budget. Of the total amount, $146.5 million is
funded on a one-time basis with surplus Student Loan Operating Fund revenues.

Outreach—The Budget provides General Fund resources of $29.3 million for UC
and $7.0 million for CSU outreach programs. Along with a CSU internal redirection
of $45.0 million, it will enable the segments to maintain 2003 Budget Act levels
totaling $81.3 million for academic preparation and student support services pro-
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grams. Additionally, $43.2 million in outreach, media, and financial aid assistance
programs at CCC are continued from 2003-04.

Higher Education General Fund Solutions—S$1.3 billion in General Fund solutions
are reflected in the higher education budgets to help reduce the state’s gap between
expenditures and revenues. Significant solutions include:

B University of California—The 2004-05 Budget reflects $321.8 million in
General Fund reductions to UC’s budget. Additionally, $29.9 million in reduc-
tions were initiated in mid-year 2003-04 along with a one-time transfer of land
sale proceeds netting over $53 million to the General Fund reserve. Among the
2004-05 reductions were a $113.9 million reduction that was offset by under-
graduate and graduate fee increases, a $42.6 million reduction in state subsidy
for professional schools, and a $45.4 million reduction by reducing academic
and institutional support by 7.5 percent. In the absence of the reductions, the
total General Fund support for UC would have been over $3.0 billion. Moreover,
while not reflected in solution totals, neither enrollment growth funding nor cost-
of-living adjustments (COLA) were provided to the UC. Assuming a 2.5-percent
UC enrollment growth rate, or 5,000 additional FTES, $40.3 million in addition-
al cost is avoided by not providing enrollment growth funding in 2004-05.

B California State University—The 2004-05 Budget reflects $270.8 million in
General Fund reductions to CSU’s budget. Additionally, $23.7 million in re-
ductions were initiated in mid-year 2003-04. Among the 2004-05 reductions
were an S$84.7 million reduction that was offset by undergraduate and graduate
fee increases, a $53.5 million reduction to reflect a 5-percent increase in the
student-faculty ratio, and a $52.6 million General Fund reduction by reducing
academic and institutional support by 7.5 percent. In the absence of the reduc-
tions, the total General Fund support for CSU would have been $2.7 billion.
Further, while not reflected in solution totals, only partial enrollment growth
funding and no cost-of-living adjustment (COLA) was provided to the CSd.
Assuming a 3-percent CSU enrollment growth rate, or 10,000 additional FTES,
$45.8 million in additional cost is avoided by funding only 2,100 additional
FTES in 2004-05.

B California Community Colleges—The Budget for CCC reflects $400 million
in fund shift solutions to help close the state’s General Fund shortfall. These
solutions include the S8 per unit increase in student fees, which generates
approximately $68.2 million of revenue to offset General Fund expenditures,
and the one-time use of Proposition 98 Reversion Account funds to support
the Foster Parent Training Program, allowing $5.4 million in revenues to be
transferred to the General Fund. Further, the Budget reflects $326.1 million
of solutions that increase the community colleges’ share of property taxes,
which offset General Fund spending related to the state’s Economic Recovery
Bonds and the ERAF shift as part of the local government deal. None of the
Community College fund shift solutions reduce college expenditures.
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B California Community Colleges Deferral—The Budget repeats the deferral of
$200 million in payments to districts for apportionments to July of the next fis-
cal year in order to preserve access and maintain critical program spending in
other Proposition 98 programs during 2004-05.

B Student Aid Commission—The 2004-05 Budget reflects $157.2 million
in General Fund savings for the Cal Grant program. Of the total savings,
$146.5 million is achieved by shifting Cal Grant costs from the General Fund
to surpluses in the CSAC-administered Student Loan Operating Fund, and
$10.7 million is achieved by reducing the maximum award of new Cal Grant
awards for students at private colleges and universities from $9,708 to $8,322.
Total General Fund expenditures for financial aid programs in 2004-05 are
$636.8 million. Without the funding shifts and reductions contained in the
Budget Act, total General Fund expenditures for financial aid programs would
instead be $794 million.

B Scholarshare Investment Board—The Budget contains $40 million in one-time
General Fund savings available from disencumbering earned but unclaimed
Governor’s Scholars awards. Under current law, students who met prescribed
testing benchmarks for tests taken in 2000, 2001, and 2002 are eligible for the
awards. Eligible students have five years from the time they took the test to
claim their scholarship and earned interest and must enroll at an eligible higher
education institution by their 30th birthday, or forfeit any remaining funds. This
solution shifts $S40 million from the program’s trust fund to the General Fund
reserve. Enabling trailer legislation authorizes the Controller’s Office to make
transfers to pay any subsequent claimed awards if it becomes necessary; thus,
no qualifying student will be adversely affected.

Health and Human Services

The Budget underscores the Administration’s firm commitment to providing essen-
tial health and human services to California’s most vulnerable and at-risk residents.
Reflecting the guiding principles that California’s health and human service expen-
ditures must maintain essential services to those most in need, recognize children
as a priority investment, promote personal responsibility, encourage work participa-
tion, and enhance program effectiveness and accountability, the Budget includes
total expenditures of $68.2 billion in combined State and federal funds for all 12
departments and one board under the purview of the Agency. This includes expen-
ditures for 30,429.7 state positions.

The combined General Fund for both State Operations and Local Assistance for all
departments under the Agency in the Budget represents approximately $25.5 bil-
lion. This is an increase of S2 billion over the 2003 Budget Act. However, the
General Fund amount would have been much larger ($26.8 billion), were it not

for the significant savings (approximately $1.3 billion) that have been included in
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this budget. Some of the most notable savings proposals that are included in the
Budget are as follows:

Program Reform To Improve Outcomes

California Work Opportunity and Responsibility to Kids (CalWORKs)—S$79.2 mil-
lion General Fund savings from delaying the CalWORKs cost-of-living adjustment
(COLA) for three months, implementing a reform that strengthens work participa-
tion requirements, and transferring TANF to achieve General Fund savings.

In-Home Supportive Services (IHSS)—S11.4 million General Fund from imple-
menting an IHSS Quality Assurance and Fraud Prevention Program (details in IHSS
section).

Foster Care —S22 million General Fund savings from implementing Foster Care
reforms (see Foster Care Section).

Program Reform To Promote Personal Responsbility

Regional Centers—S$95.1 million General Fund savings in the purchase of services
budget to reflect the impact of the continuation of cost containment measures

on the base funding and growth trends, the implementation of the Family Cost
Participation Plan, and increased federal funding.

Budget Cuts To Reduce Spending

Medi-Cal—S$358.6 million General Fund savings to realign fee-for-service pharma-
cy reimbursement more closely with the pharmacy industry’s cost structure, assess
a six-percent quality improvement fee on business within the Medi-Cal managed
care plans to leverage and rec